
Budget 2006
On 22 March, Gordon Browndelivered what may well be hislast budget.  Headline rates ofincome tax, corporation tax andVAT have all remained atexisting levels.  His hour longspeech did not contain anysurprises with most taxthresholds increased in line withinflation.  As ever there was afurther raft of anti-avoidancemeasures and a widening of thedisclosure regime for taxavoidance schemes. The shockswere in the detailed pressreleases with unexpectedchanges to the inheritance taxtreatment of Accumulation andMaintenance (A&M) andInterest in Possession (IIP) trusts.The main highlights of thebudget include the following:
Business MeasuresCapital Allowances• First year allowances forcapital expenditure on plantand machinery for smallbusinesses have beenincreased from 40% to 50%for one year only.  This willapply to expenditure incurredon or after 1 April 2006 forcompanies and on or after 6 April 2006 forunincorporated businesses.
Corporation Tax Rates• Corporation tax rates havebeen maintained at 19%where the Small Companies

Rate applies and 30% for the main rate.  As wasannounced in the pre budgetreport, the starting rate of10% for companies withprofits below £10,000 hasbeen abolished.  The antiavoidance legislation thatapplied rates of 19% todistributed profits for smallincorporated businesses is also abolished from 1 April 2006.
Research and Developmentand Vaccine Research Relief• Changes are being made tothe rules governing R & D taxrelief and vaccine researchrelief.  The time limits forclaims for enhanced relief isbeing reduced to the firstanniversary of the filing dateof the tax return.  This willapply for accounting periodsending on or after 31 March2006.  Transitional rules willapply for accounting periodsending before this date.  Therepayable tax credit whichcan be available to small andmedium sized companies isto be extended to firms withbetween 250 and 500employees.  Vaccine researchrelief is extended to includepayments made to clinicaltrial volunteers for taking partin the trials.

Leased Plant and Machinery• New legislation is beingintroduced to align the taxtreatment of leased plant andmachinery with that of otherplant and machinery.
UK Real Estate InvestmentTrusts (UK-REIT’s)• Companies or groups thatmeet the necessaryconditions of UK-REIT’s, willbe able to elect for specialrules to apply to theirproperty businesses and totheir distributions.  Theirqualifying rental income andgains on disposals ofinvestment properties will beexempt from corporation tax.Dividends paid out by a UK-REIT from such income willbe treated as UK propertyincome in the hands of therecipient and will be subject
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to deduction at source of22% income tax.  Dividendspaid out of other profits willbe treated as normaldistributions.  The conditionsthat must be met to fallwithin the UK-REIT regime,which will commence on 1 January 2007, are:• The company must be UKresident;• UK shares must be listedon a recognised stockexchange;• No single investor can bebeneficially entitled to10% or more of thedistributions or control10% or more of thecapital or voting rights;• 75% or more of the assetsmust be investmentproperty;• 75% of more of theincome must be rentalincome;• The ratio of interest onloans that fund the taxexempt business to rentalincome must be less than1.25:1.• Companies wishing tobecome UK-REIT’s will haveto pay an entry chargeequivalent to 2% of themarket value of the existingportfolio of investmentproperties although this canbe spread over 4 years.
Group Relief• From 1 April 2006 UKcompanies will be able toclaim tax losses from fellowsubsidiaries that are notresident in the UK, but whichare either resident or have apermanent establishment in the European EconomicArea and whose tax lossescannot be relievedelsewhere.  All possibilities ofrelief elsewhere must havebeen exhausted and futurerelief must be unavailable.Venture Capital Schemes

• Significant changes havebeen made to the EnterpriseInvestment Scheme (EIS) andthe Venture Capital TrustScheme (VCT) which takeeffect from 6 April 2006.  For EIS investors, the annualinvestment limit for incometax purposes is doubled to£400,000.  The maximumcarryback of the investmentmade in the first six monthsof a tax year will double to£50,000.  Income tax reliefremains at 20%.• Investors in VCTs will nowattract reduced income taxrelief of 30% and theminimum holding period hasrisen to five years.• The size of companies thatcan raise monies under theseschemes is significantlyreduced. Previously relevantassets could be up to £15 million before theinvestment and £16 millionthereafter. These limits will now be£7million and £8millionrespectively.
Personal Income TaxMeasures Personal Allowances andTax Rates• Personal allowances havebeen increased in line withinflation.  Tax rates havebeen maintained.  Full detailsof allowances and rates for2006/07 can be found onour tax cards which youshould already have received.
Computers and MobilePhones• Employees with the privateuse of a computer providedby their employers have beenexempt from tax on the first£500 of annual benefit inkind. This exemption hasbeen withdrawn from 6 April2006.  In addition theexemption on the private use

of employer-provided mobilephones will be restricted witheffect from 6 April 2006 tocover one phone peremployee.
Company Car and FuelBenefit Tax• From 2008/09 a new lowerrate of charge to tax basedon the list price of a car willbe introduced for vehicleswith CO2 emissions of120g/km or less.  Thecompany car fuel benefitmultiplier is unchanged at£14,400.
Pensions – ‘A’ Day – 6 April2006• The new pensions regime isnow with us.  In brief:• All individuals up to age 75 can invest up to £3,600per annum regardless ofincome;• The maximum that can beinvested is the lower of100% of net relevantearnings and the annualallowance of £215,000 for2006/07 rising by £10,000per annum until 2010/11;• Employers may be able tocontribute more thanemployees into a scheme;• All pension contributionspaid by taxpayers are paidnet of basic rate tax;• There is no provision tocarry back premiums or tocarry forward unusedrelief;• The lifetime allowance is£1.5m rising to £1.8m by2010/11;• Rules were available toelect for enhancedprotection of excess funds.• The ability for pensionscheme members to take atax free lump sum from apension fund and reinvestit back into the pensionscheme has beenrestricted. 



Capital Taxes Capital Gains Tax Rates• The annual exemption for2006/07 has been increasedto £8,800 for individuals and£4,400 for the majority oftrusts.  The amountchargeable to capital gainstax is taxed at the top slice ofincome.
Capital Gains Tax: Bed andBreakfasting Rules• From Budget Day theidentification rules relating toindividuals and trusteesmaking acquisitions within30 days after a disposal willnot apply where at the dateof acquisition the individualwas neither resident norordinarily resident in the UKor they are resident orordinarily resident but non-resident under a Double Taxation Treaty.  In these circumstances theshares disposed of are those acquired before thedisposal rather than thoseacquired after.
Inheritance Tax Rates andThreshold• The nil rate band forinheritance tax has beenincreased to £285,000 for2006/07, with furtherincreases to £300,000 for2007/08, to £312,000 in2008/09 and to £325,000 in2009/10.  Estates in excess ofthis threshold will continue

to be taxed at 40% on deathand 20% on chargeablelifetime transfers.
Accumulation andMaintenance Trusts (A&M’s)and Interest in PossessionTrusts (IIP’s)• New rules which are effectivefrom budget day bringA&M’s and IIP’s into the sameregime as DiscretionaryTrusts.  Previously A&M’s andIIP’s enjoyed favourabletreatment for inheritance taxwhen compared withDiscretionary Trusts.• Apart from minor exceptions,any transfers into trust on orafter 22 March 2006 willimmediately be chargeable toIHT.  They will also be subjectto periodic charges (up to6% every 10 years) and exitcharges when assets leavethe settlement.• Transitional rules areintroduced that allowchanges to be made toexisting A&M’s before 6 April2008 to bring settlementsunder the new rules.  Ifexisting settlements do notcomply with the new rules bythat date, they will comewithin the IHT regime above.• As long as no new propertyis added to existing IIP’s theywill not be affected by thenew regime. If the lifeinterest ends or changes andthe trust property remains intrust the new rules will apply.

Indirect Taxes VAT Rates• VAT Rates have beenmaintained with limits forregistration andderegistration beingincreased by £1,000 to£61,000 and £59,000respectively.
VAT Fuel Scale Charges• These have increased withnew scales being effectivefrom the first accountingperiod beginning on or after1 May 2006.  Full details ofthe scales can be found onour tax tables.
VAT Partial Exemption• Changes have beenannounced in respect of theapplication of VAT partialexemptions special methods.
Stamp Duty Land Tax(SDLT) Rates• The rates for SDLT remainunchanged although thethreshold for paying SDLT onresidential property isincreased from £120,000 to£125,000 from 23 March2006.
Simplification• A number of SDLTsimplifications have beenproposed with the effect thatsome transactions will falloutside the scope of the tax.

NEWS IN BRIEF
Late delivery ofaccounts extensionsAutomatic 3 month extensionsto the period allowed for filingof accounts at CompaniesHouse where a company hasoverseas interests have beenrepealed. It may still be possible

to obtain an extension inexceptional circumstances.  Inorder to obtain an extension,applications can be made tothe Registrar of Companiesunder s244(s) of theCompanies Act where ‘special’reasons exist.  Extensions aregranted at the discretion of theRegistrar of Companies, who

will need to be satisfied thatthere were unforeseencircumstances outside thecontrol of the company and itsauditors.  The length of anyextension will also be at theRegistrar’s discretion.Applications must be madebefore the normal filingdeadline has expired.

believe that you fall under thescope of the project outlinedabove, you need to review your offshore tax affairsurgently and we would behappy to advise you.
Transfer ofUndertakings(Protection ofEmployment)Regulations 2006 (TUPE)The new regulations come intoforce on 6 April 2006 andprotect the employment rightsof individuals on the transfer ofa business.  The newregulations have been extendedto apply to most outsourcingsituations, where services areoutsourced or taken back in-house, or where one serviceprovider is replaced by another.The new rules place anobligation on the outgoingemployer to supply informationbefore the transfer date aboutthe transferring employees tothe incoming employer. Theregulations have not changedthe position with regard to theemployer’s ability or lack of toharmonise terms and conditionsof employment after a TUPEtransfer.  They continue toimpose limitations on the abilityof the new employer and thetransferred employees to agreevariations to terms andconditions of employment.Any change to an employee’sterms and conditions has to befor an economic, technologicalor organisational reason. 

Changes to Anti-MoneyLaundering Law A change in the law has beenapproved which gives equaltreatment, as regardsobligations to report moneylaundering, to externalaccountants, auditors and taxadvisers where they provideservices directly comparable tothose provided by professionallegal advisers.  Before thechange only lawyers had legalprivilege and were not alwaysrequired to report suspicions toNCIS whereas qualifiedaccountants were.
Company Law ReformBillThe above bill was published inNovember 2005 and isscheduled for implementationwithin 12 months.  There aremajor reforms to theCompanies Act in particularwith regard to administration ofprivate companies.  Mainchanges include:• Ability of private companiesto not appoint a companysecretary (all obligations of acompany secretary remain)• Reduction in filing date forprivate companies from 10to 9 months (although theRevenue are pushing for a 7month date and aiming toalign filing dates atCompanies House and H MRevenue & Customs)• Abbreviated accounts toinclude a statement ofturnover• Abolition of authorised share

capital, the need for anAGM or the laying ofaccounts and a simplifiedMemorandum of Articles willbe available to companiesformed after theimplementation of the Bill.We will keep you informedabout the implementation ofthis bill when further details areavailable.
Offshore Tax AffairsYou may be aware of a pilotexercise by HMRC to reviewoffshore tax affairs ofapproximately 500 taxpayers.HMRC applied to the SpecialCommissioners to obtain accessto bank held details of creditcard customers with UKaddresses whose cards areassociated with offshore bankaccounts.  Of the 500 taxpayersreviewed, 19% made UK taxreturns and only 18% of thosewho made returns and wereUK resident declared anyforeign income.  HMRCestimated a tax yield of £1.4m.It was further estimated that ifinformation were to beprovided on 75,000 bankaccounts the tax yield wouldincrease to £347m.  HMRChave been granted permissionby the Special Commissionersfor access to information fromthe offshore financial institutionof names, addresses etc ofcustomers having a UK addresswith a credit card who on theapplication form, gave detailsof a non UK bank account withwhich it was associated. If you
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Contacts:For further information about the issues raised in this newsletter or if you would like to find out about the range of servicesthat we can offer, please contact Stephen Dabby, Morisha Christy, Tony Sian or Nick Nicolaou.

Staff NewsMorisha Christy, one of ourpartners, and Gabriel Nicolaou,Nick’s son, completed the LondonMarathon on 23 April 2006.Morisha is raising funds for the

Elimination of Leukaemia Fund, asmall charity set up to raise fundsfor research into Leukaemia andalso to provide much neededequipment for the relevant wardsat Kings College Hospital.

Gabriel ran for Whizz Kidz. It isnot too late to sponsor eitherMorisha or Gabriel and you cando so by visiting their websites atwww.justgiving.com/Morisha orwww.justgiving.com/Gabrieln


